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The  co-operative  organization  differs  fundamentally  from  the 
capital  stock  corporation  conducted  for  profit.  A  capital  stock  cor- 
poration for  profit  is  organized  to  return  an  earning  and  a  profit  on 
the  capital  used  in  the  business.  The  basis  of  administration,  control 
and  the  distribution  of  earnings  is  the  capital  invested  in  the  under- 
taking. In  a  co-operative  organization,  the  basis  of  control  is  the 
membership,  where  each  votes  equally  irrespective  of  the  volume  of 
his  business ;  though  the  basis  of  control  is  often  made  the  product  of 
the  members,  where  each  votes  in  proportion  to  the  volume  of  business 
contributed,  while  the  earnings  in  either  case,  if  they  occur,  are 
returned  to  the  member  in  proportion  to  the  volume  of  business  he 
transacts  through  the  organization.  The  basis  of  the  co-operative 
organization  is  men ;  of  the  capital  stock  corporation,  money.  Capital 
cannot  co-operate ;  products  cannot  co-operate ;  only  men  can  co- 
operate. When  the  degree  of  co-operation  of  a  member  is  measured  by 
the  capital  or  the  volume  of  business  contributed,  then  the  members 
as  men  are  not  co-operating;  either  capital  or  a  product  is  the  basis 
of  co-operation  through  the  member  as  the  medium. 

CONFUSION  IN  THE  USE  OF  THE  TERM  "  CO-OPERATION" 

There  is  much  confusion  in  the  use  of  the  term  "co-operation"  as 
applied  to  agricultural  efforts.  It  is  commonly  applied  to  any  group 
of  farmers  who  associate  themselves  together.  They  may  organize  as 
members  of  a  voluntary  unincorporated  association  of  individuals;  or 
as  an  incorporated  capital  stock  association  to  handle  farm  crops  for 
profit  or  for  other  purposes,   or  as  non-profit  corporations  without 
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capital  stock.  In  California,  for  example,  the  term  is  applied  to  both 
proiit  and  non-profit  corporations  organized  to  handle  farm  products, 
whether  organized  and  controlled  by  the  producers  themselves,  or  by 
others.  In  other  parts  of  the  country,  the  same  uncertain  use  of 
the  term  is  applied  to  various  kinds  of  agricultural  movements.  The 
term  needs  to  be  defined  by  the  federal  and  state  statutes.  It  is  be- 
lieved that  its  use  as  applied  to  business  organizations  in  agriculture 
should  be  restricted  to  incorporated  associations,  societies,  exchanges, 
or  agencies  which  are  formed  exclusively  for  the  benefit  of  the  mem- 
bers ;  whose  voting  power  is  based  on  equality  of  membership ;  whose 
membership  is  confined  exclusively  to  active  producers,  the  member- 
ship ceasing  to  exist  when  the  producer  withdraws  from  the  organiza- 
tion, and  whose  earnings  are  distributed  on  the  basis  of  the  product, 
rather  than  on  the  capital  contributed  by  each  member,  after  a  fair 
rate  of  interest  is  paid  for  the  use  of  capital  actually  employed  in 
the  business,  if  any.  and  other  overhead  charges  are  deducted.  A  co- 
operative organization,  therefore,  is  not  a  corporation  in  which  the 
capital  is  contributed  primarily  in  order  that  it  may  earn  a  profit ; 
nor  one  composed  of  producers  and  non-producers ;  nor  one  in  which 
the  producer's  product  is  handled  by  a  corporation  for  the  benefit  of 
the  stockholders  rather  than  for  that  of  the  members;  nor  one  in 
which  the  membership  is  not  under  the  control  of  the  organization  ;  nor 
one  in  which  the  members  do  not  actually  control  the  organization. 
It  is  an  association  of  farmers  who  unite  in  an  effort  to  handle  their 
common  interests  through  an  agency  which  is  controlled  by  them,  on 
the  principle  of  an  industrial  democracy,  and  exclusively  for  their 
benefit. 

FORMS  OF  CO-OPERATIVE  ASSOCIATIONS 

A  co-operative  association  may  be  incorporated  as  a  capital  stock 
corporation  or  as  a  non-profit  corporation  without  capital  stock.  If 
formed  as  a  capital  stock  corporation  it  may  still  be  legally  co-operative 
if  the  laws  under  which  it  is  formed  permit  the  members  to  manage 
its  affairs  along  co-operative  lines,  or  if  the  statute  provides  the  method 
of  voting,  the  method  of  transferring  stock,  the  limitation  of  mem- 
bership and  the  distribution  of  earnings  according  to  co-operative 
principles.  There  has  been  little  effort  by  the  states  to  enact  laws 
that  will  permit  the  organization  of  purely  co-operative  associations 
of  farmers.  It  is  therefore  impossible  in  most  states  for  an  association 
to  be  formed  that  can  operate  securely  along  co-operative  principles, 
though  as  a  matter  of  fact  many  associations  so  formed  do.  by  the 
consent  of  the  stockholders,  actually  operate  co-operatively. 


A  STOCK  CORPORATION  NOT  THE  FORM  FOR  A  CO-OPERATIVE 

ORGANIZATION 

The  stock  corporation  as  defined  by  the  statutes  of  most  states  is 
not  the  form  under  which  to  incorporate  a  farmers'  business  organiza- 
tion, though  most  of  the  so-called  co-operative  associations  have  been 
incorporated  under  the  stock  corporation  statutes.  The  stock  cor- 
poration laws  have  been  enacted  primarily  to  meet  the  needs  of  capital, 
not  primarily  for  the  benefit  of  those  who  may  use  the  facilities  of 
the  corporation.  The  membership  in  such  organizations  is  not  under 
legal  control,  because  the  right  to  sell  the  stock  is  a  legal  incident  of 
its  ownership.  A  stockholder  may  sell  his  farm  and  continue  to  be 
a  stockholder  in  a  stock  corporation  and  still  have  the  right  to  examine 
the  affairs  of  the  association,  or  he  may  sell  his  stock  to  some  one  who 
is  not  interested  in  the  organization,  or  who  may  even  be  antagonistic 
to  it :  or  he  may  withdraw  his  membership  and  still  remain  a  stock- 
holder. There  is  no  legal  way  by  which  the  stock,  and  therefore  the 
control  of  the  corporation,  can  be  confined  to  the  membership  after 
the  stock  has  once  been  issued,  unless  the  association  is  able  to  take 
over  the  stock  and  hold  it  as  a  trustee,  until  it  can  be  re-sold  to  a 
member.  Neither  is  the  voting  powder  of  the  stockholders  under  con- 
trol in  a  stock  corporation,  because  the  voting  power  is  generally 
proportional  to  the  number  of  shares  held  by  each  stockholder. 

As  a  matter  of  fact  most  of  the  so-called  co-operative  associations 
of  the  country  have  been  incorporated  as  capital  stock  corporations 
in  the  absence  of  other  statutes  under  which  they  could  be  incor- 
porated and  many  of  them  operate  by  mutual  agreement  expressed 
in  the  articles  of  incorporation,  or  in  the  by-laws,  on  strictly  co- 
operative principles :  others  vote  in  accordance  with  stock  ownership, 
fix  a  maximum  amount  of  stock  to  be  owned  by  any  member,  and 
apportion  the  stock  on  the  bearing  acreage  of  the  members,  but  make 
no  profits  on  capital.  These  organizations  usually  provide  that  a 
withdrawing  member  shall  offer  his  stock  to  the  association  before 
he  can  sell  it  outside,  a  provision  that  is  useless  if  the  association  is 
not  able  to  take  it  over. 

They  may  provide  also  that  all  the  earnings  shall  be  returned  to 
the  members  pro-rated  on  the  business  transacted  by  each  after  interest 
is  paid  on  the  capital  invested  and  other  overhead  charges  are  de- 
ducted. The  stockholders  may  vote  equally  by  agreement  and  the 
capital  invested  may  be  paid  only  a  fair  rate  of  interest  for  its  use. 
The  difficulty  in  such  organizations  lies  in  the  fact  that  some  of  the 
conditions  to  which  they  agree  are  not,  in  case  of  trouble,  enforceable 


in  the  courts,  and  the  organization  ceases  to  be  co-operative  when  the 
stockholders  desire  for  any  reason  to  exercise  their  legal  privileges 
along  nonco-operative  lines. 

As  a  result  of  organizing  a  so-called  co-operative  association  under 
the  usual  stock  corporation  laws,  many  of  these  organizations  often 
pass  into  the  hands  of  non-producers  or  of  rival  interests,  following 
the  withdrawal  of  members  through  the  sale  of  farms  and  the  sale 
and  transfer  of  stock ;  or  a  partial  control  may  be  held  by  dissatisfied 
stockholders  who  have  withdrawn  as  members. 


NON-PKOFIT   COKPOBATIONS 

In  other  states,  especially  in  California,  the  statute  provides  for 
the  incorporation,  organization,  management  and  co-operation  of  agri- 
cultural, non-profit  associations  which  do  not  have  capital  stock  and 
whose  business  is  not  carried  on  for  profit.  These  associations  issue 
certificates  of  membership  to  each  member  but  the  membership  cannot 
be  transferred  or  assigned  to  any  other  person,  nor  is  the  purchaser  of 
a  property  of  a  member  entitled  to  membership  by  virtue  of  such  pur- 
chase. In  such  associations  the  basis  of  voting  and  the  control  of  the 
membership  is  subject  to  rules  made  by  the  association.  These  asso- 
ciations may  accumulate  a  capital  with  which  to  transact  business 
though  the  capital  is  not  in  the  form  of  a  paid-in  capital  stock.  It 
may  be  accumulated  pro  rata  from  the  proceeds  of  the  shipments  of 
the  members,  or  in  any  other  way  agreed  to  by  the  members. 

In  Nebraska  co-operation  has  been  defined  and  given  a  legal  status.  The  law 
says,  ' '  for  the  purpose  of  this  act,  the  words  '  co-operative  company,  corporation, 
or  association'  are  defined  to  mean  a  company,  corporation  or  association  which 
authorizes  the  distribution  of  its  earnings  in  part  or  wholly,  on  the  basis  of,  or 
in  proportion  to,  the  amount  of  property  bought  from  or  sold  to  members,  or  of 
labor  performed,  or  other  service  rendered  to  the  corporation. ' '  It  differs  from 
the  general  incorporation  law  of  Nebraska  by  providing  that  every  co-operative 
corporation  has  the  power  ' '  to  regulate  and  limit  the  right  of  stockholders  to 
transfer  their  stock ;  and  to  make  by-laws  for  the  management  of  its  affairs ;  and 
to  provide  for  the  distribution  of  its  earnings. ' ' 

In  Wisconsin,  a  law  was  passed  in  1911,  Chapter  368,  Laws  of  1911,  which 
provides  for  the  formation  of  "a  co-operative  association,  society,  company 
or  exchange,  for  the  purpose  of  conducting  agricultural,  dairy,  mercantile, 
mining,  manufacturing,  or  mechanical  business  on  the  co-operative  plan."  It 
"may  buy,  sell,  and  deal  in  the  product  of  any  other  co-operative  company 
heretofore  organized  or  hereafter  organized"  as  a  co-operative  association. 
The  law  provides  that  "no  stockholder  in  any  such  association  shall  own 
shares  of  a  greater  par  value  than  one  thousand  dollars  ...  or  be  entitled  to 
more  than  one  vote."  It  provides  that  the  directors  shall  apportion  the 
earnings,  subject  to  revision  by  the  association  at  any  time,"  by  first  paying 


dividends  on  the  paid-up  capital  stock  not  exceeding  six  per  centum  per 
annum,  then  setting  aside  not  less  than  ten  per  centum  of  the  net  profits  for 
a  reserve  fund  until  an  amount  has  been  accumulated  in  said  reserve  fund 
equal  to  thirty  per  centum  of  the  paid-up  capital  stock,  and  five  per  cent  there- 
after for  an  educational  fund  to  be  used  in  teaching  co-operation,  and  the 
remainder  of  said  net  profits  by  uniform  dividend  upon  the  amount  of  purchase 
of  shareholders  and  upon  the  wages  and  salaries  of  employees,  and  one-half 
of  such  uniform  dividend  to  non-shareholders  on  the  amount  of  their  purchases, 
which  may  be  credited  to  the  account  of  such  non-shareholders  on  account  of 
capital  stock  of  the  association;  but  in  productive  associations  such  as 
creameries,  canneries,  elevators,  factories,  and  the  like,  dividends  shall  be  on 
raw  material  delivered  instead  of  on  goods  purchased.  In  case  the  association 
is  both  a  selling  and  a  producing  concern,  the  dividends  may  be  on  both  raw 
material  delivered  and  on  goods  purchased  by  the  patrons. ' '  The  law  provides 
that  no  corporation  or  association  doing  business  for  profit  shall  be  entitled 
to  the  use  of  the  term  "co-operative"  as  part  of  its  corporate  or  business 
name  unless  it  has  complied  with  the  provisions  of  the  act. 


FURTHER  DIFFICULTIES  IN   THE   STOCK   CORPORATION  FORM 
OF  ORGANIZATION 

One  of  the  common  difficulties  in  a  so-called  co-operative  association 
formed  as  a  stock  corporation  results  from  the  payment  of  dividends 
on  the  paid-in  capital  above  a  fair  interest  for  the  use  of  the  capital, 
especially  where  the  capital  contributed  by  the  members  is  not  pro- 
portional to  their  individual  shipments.  The  tendency  in  such  organ- 
izations is  to  pay  high  dividends  on  the  stock.  The  stockholders  gen- 
erally demand  an  unusual  earning  on  the  capital  contributed.  They 
acquire  the  dividend  habit.  They  deduct  an  amount  from  the  proceeds 
from  the  product  of  all  members,  or  from  the  earnings  of  the  com- 
pany, to  pay  the  dividend,  before  returning  the  proceeds  to  the 
growers.  In  some  fruit  growers'  organizations,  dividends  of  20,  30, 
or  even  50  per  cent  have  been  paid  on  the  capital  stock. 

The  difficulty  over  the  payment  of  dividends  usually  arises  with  a 
member  who  is  a  small  stockholder  and  at  the  same  time  a  large 
shipper,  or  when  a  stockholder  ceases  to  be  an  important  shipper.  A 
grower  becomes  dissatisfied  when  he  realizes  that  the  payment  of  a 
profit  to  capital,  whether  taken  from  the  proceeds  of  his  fruit,  or  made 
as  an  earning  on  his  purchases,  are  used  to  enrich  a  stockholder  who 
has  money  invested  in  the  corporation  but  who  has  not  contributed 
to  its  success  except  in  the  original  investment.  Another  source  of 
trouble  in  the  stock  corporation  is  that  the  grower  becomes  dissatisfied 
after  receiving  a  liberal  dividend  on  his  stock,  if  the  business  condition 
of  the  organization  does  not  warrant  its  continued  payment.     In  the 


citrus  industry  these  difficulties  have  usually  been  avoided  by  paying- 
no  dividends  on  the  capital,  or  at  least  a  dividend  not  in  excess  of  the 
customary  rate  of  interest. 

A  farmers'  organization  that  has  been  organized  under  the  usual 
stock  corporation  laws,  is  on  an  uncertain  foundation,  not  alone  from 
the  lack  of  control  of  the  membership,  but  also  because  of  the  conflict 
between  the  capital  and  the  product  of  the  members  whenever  the 
proceeds  derived  from  the  latter  are  reduced  to  pay  an  unusual  rate 
of  interest  on  the  capital  contributed. 

There  are  many  so-called  co-operative  organizations  (shrewdly 
formed)  that  make  an  earning  for  the  corporation  on  the  product  of 
the  grower  by  retaining"  the  control  of  the  facilities  through  which 
the  growers'  fruit  is  handled.  The  packing-  houses  may  be  controlled 
by  the  organizers  and  a  large  dividend  paid  out  of  the  proceeds  of  the 
product  on  the  capital  invested.  The  purchase  of  supplies  may  con- 
tribute a  profit,  low  grade  supplies  may  be  sold  at  the  price  of  high 
grade  material,  and  profits  may  be  made  in  many  other  indirect  ways. 
An  organization  that  pays  a  profit  to  capital  from  the  growers' 
product,  either  for  the  use  of  packing  facilities  or  for  any  other 
service,  is  not  co-operative.  It  is  a  stock  corporation,  operating  for 
the  grower  for  profit  on  capital,  while  a  co-operative  organization  is 
operated  by  the  producers  wholly  for  their  own  benefit,  the  benefits 
being  pro  rated  on  the  use  which  the  member  makes  of  the  organization. 


A  CO-OPERATIVE  ORGANIZATION  MUST  SPRING  PROM  NECESSITY 

A  co-operative  organization  of  farmers  must  be  founded  on  eco- 
nomic necessity  if  it  is  to  be  permanently  success  fid.  The  reason 
for  its  existence  must  lie  in  some  vital  service  which  it  is  expected 
to  perform  if  it  is  to  have  strength  enough  to  live  in  the  face  of  the 
competition  to  which  it  will  be  instantly  subjected.  It  must  com- 
pete with  existing  organizations  and  this  competition  will  be  directed 
towards  eliminating  it ;  it  will  be  viciously  attacked ;  every  conceiv- 
able  form  of  misrepresentation  will  be  levelled  against  it;  the  officers 
will  be  attacked  by  insidious  rumors  concerning  their  ability  or 
integrity;  the  banks,  especially  in  the  newer  sections,  may  be  con- 
trolled by  competitors,  and  may  refuse  to  furnish  the  necessary  credit ; 
and  every  weapon  known  to  competition,  either  legitimate  or  disrepu- 
table, will  be  used  to  put  it  out  of  business. 

The  average  producer  is  not  a  business  man,  nor  is  he  skilled  in 
the  arts  of  competitive  business.   lie  is  naturally  a  strong  individualist, 


He  is  slow  to  delegate  authority  over  his  affairs  to  any  one  and  when 
he  is  face  to  face  with  the  skilful  arguments  of  those  who  aim  to 
break  the  organization  and  keep  him  working  as  an  individual,  he  is 
likely  to  weaken  and  finally  leave  the  organization  unless  he  had  felt 
the  effect  of  hard  times,  a  helplessness  arising  from  a  combination  of 
those  who  buy  or  sell  his  products,  excessive  freight,  or  commission 
charges,  or  other  forms  of  oppression.  It  is  an  historical  fact  that 
the  investment  of  the  farmer  must  have  been  threatened  by  existing 
conditions  before  he  has  been  able,  in  the  past,  to  overcome  his  indi- 
vidualism sufficiently  to  work  with  his  neighbors  in  co-operative  work. 
The  country  is  strewn  with  the  wrecks  of  co-operative  organizations 
that  were  born  prematurely  and  which  died  by  the  wayside,  because 
the  farmer  himself  deserted  in  the  first  real  conflict  with  the  estab- 
lished agencies  that  have  handled  his  business.  Co-operation,  to  be 
successful,  must  be  founded  not  only  on  economic  necessity,  but  it 
must  grow  through  gradual  evolution.  It  must  have  a  small  begin- 
ning and  grow  in  strength  through  experience  step  by  step,  rather 
than  by  leaps  and  bounds.  The  fundamental  mistake  that  is  being 
made  in  many  localities  is  to  form  a  farmers'  organization  all  at  once 
on  the  plan  of  an  organization  that  has  taken  years  to  develop.  The 
plan  may  be  sound  but  a  co-operative  organization  can  only  succeed 
when  given  the  unflinching  support  of  the  members  Avho  through  years 
of  experience  have  acquired  an  appreciation  of  the  fundamentals  that 
underlie  a  successful  association  of  this  kind.  The  success  of  any 
•organization  depends  on  its  members,  not  on  its  form. 


THE  MEMBERSHIP  IN  A  CO-OPERATIVE  ORGANIZATION 

The  membership  in  a  co-operative  organization  should  be  confined 
exclusively  to  those  who  are  producers  and  who.  as  producers,  use  its 
facilities.  The  members  should  be  acquainted  and  have  confidence  in 
each  other.  It  should  never  include  those  who  contribute  capital 
alone  to  it.  Many  organizations  are  formed  by  bankers,  fruit  dealers, 
or  others  who  promote  an  organization  for  the  purpose  of  making  a 
profit  from  it.  They  may  be  formed  in  good  faith  by  business  men 
who  realize  the  value  of  the  co-operative  movement  and  who  are 
willing,  as  a  service,  and  not  for  profit,  to  furnish  the  capital  for  its 
organization.  The  need  for  such  an  organization  must  spring  from 
within,  front  the  necessity  of  the  industry,  and  not  from  a  desire  of 
a  commission  merchant,  a  broker,  or  of  an  ambitious  manager  who 
sees  an  opportunity  of  capitalizing  the  co-operative  movement  for  his 
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personal  benefit.  There  are  many  organizations  of  the  latter  type  that 
masquerade  under  the  co-operative  banner,  but  which  are  formed, 
managed,  and  controlled  either  directly  or  indirectly  by  those  who 
make  a  profit  on  the  packing  organizations,  on  the  sale  of  fruit,  on 
the  purchase  of  supplies,  on  railroad  claims  or  trade  rebates,  or  in 
other  indirect  ways.  Such  organizations  are  always  kept  prominently 
before  the  growers  as  co-operative,  a  situation  which,  when  it  exists. 
is  almost  prima  facia  evidence  that  the  co-operative  features  are  for 
the  benefit  of  a  few,  rather  than  for  all  the  members. 

Membership  in  a  co-operative  organization  should  carry  with  it  a 
responsibility  on  the  part  of  the  member  strong  enough  to  carry  it 
through  adversity  of  every  kind.  To  feel  this  responsibility,  the 
member  must  of  course  feel  the  necessity  for  the  organization;  he 
must  feel  that  he  is  a  part  of  it ;  that  the  organization  is  his,  developed 
and  managed  to  promote  and  protect  his  interests.  If  the  association 
is  formed  by  the  members  to  meet  their  economic  needs,  this  feeling 
of  responsibility  pervades  the  membership,  but  if  the  association  is 
formed  to  promote  the  welfare  of  the  officers  or  any  other  class  of 
people,  or  if  financed  by  well  meaning  people  who  really  desire  its 
success,  an  association  cannot  depend  on  the  loyalty  of  its  members 
in  time  of  adversity. 

One  of  the  problems  that  a  co-operative  association  always  has 
before  it  is  keeping  alive  the  interest  of  its  members.  They  must  be 
a  vital  part  of  the  organization.  They  must  take  an  active  part  in 
its  development.  They  must  keep  posted  on  the  details  of  the  busi- 
ness ;  the  business  methods  of  the  organization  must  be  an  open  book 
to  them.  There  can  be  nothing  mysterious  about  the  management  of 
the  business.  Contracts,  salaries,  trade  or  other  legitimate  rebates, 
railroad  claims,  profits,  or  earnings  of  every  kind — these  must  be  of 
such  a  nature  that  every  producer  can  know  about  them  if  a  co- 
operative association  is  to  maintain  the  loyal  support  and  confidence 
of  its  members.  It  must,  of  course,  win  that  support  by  the  results 
it  accomplishes  and  these  results  must  be  obtained  by  a  business  record 
that  keeps  free  from  suspicion  regarding  the  integrity  of  its  methods, 
and  as  free  as  possible  from  criticism  regarding  its  business  efficiency. 
Every  defect  of  the  organization  will  be  kept  before  the  members  by 
its  competitors,  and  imaginary  defects  created  by  willful  misrepre- 
sentation by  those.who  aim  to  break  down  the  membership,  will  always 
be  prominently  featured. 


VOTING  POWER  OF  MEMBERS 
In  a  strictly  co-operative  organization  a  fundamental  principle 
should  be  "one  man,  one  vote."  It  should  be  a  real  industrial  democ- 
racy in  which  the  members  trust  each  other  and  lean  upon  each  other's 
judgment  as  men.  In  such  an  organization  neither  the  capital  con- 
tributed, not  the  volume  of  business  transacted  should  be  the  basis 
of  the  responsibility  or  influence  of  the  individual  member,  because 
neither  can  co-operate  or  be  made  a  basis  for  lasting  co-operation. 
In  the  European  co-operative  associations  the  "one  man,  one  vote" 
principle  is  applied  as  a  test  to  separate  the  true  co-operative  associ- 
ations from  the  pseudo  co-operative.  Since  co-operation  is  founded 
on  man,  not  on  capital  nor  on  products,  there  is  no  fundamental 
difference  in  principle  where  capital  is  eliminated  and  product  is  sub- 
stituted as  the  basis  of  voting  and  control.  The  control  of  a  co- 
operative association  should  be  founded  on  the  equality  of  member- 
ship, whether  the  member  contributes  a  large  or  a  small  volume  of 
business.  It  is  the  members  who,  as  men,  co-operate  in  these  organ- 
izations. The  history  of  the  co-operative  movement  in  Europe  and 
in  California  shows  that  this  fundamental  basis  is  sound.  In  the 
latter  state,  one  organization,  the  California  Fruit  Growers  Exchange, 
which  was  formed  as  a  stock  corporation,  but  which  operates  strictly 
on  co-operative  principles,  handles  a  business  of  twenty  million  dollars, 
more  or  less,  annually  on  the  ' '  one  man,  one  vote ' '  principle  of  voting. 
The  directors  each  represent  a  business  that  varies  widely  in  volume 
and  in  value,  but  the  "one  man,  one  vote"  principle  of  representation 
has  stood  the  test  of  business  experience  and  has  been  one  of  the 
foundation  stones  on  which  the  success  of  this  organization  has  been 
built.  The  directors  reserved  the  right  when  they  organized  to  vote 
pro  rata  on  the  shipments  represented  by  them,  but  this  method  of 
voting  has  never  been  used  in  twenty  years  of  business  experience. 
The  California  statute  governing  the  non-profit  corporations  without 
capital  stock  permits  the  voting  power  of  members  to  be  equal  or 
unequal.  In  many  of  these  organizations  the  voting  power  and  prop- 
erty rights  of  the  members  is  proportional  to  the  contribution  which 
each  makes  to  the  investment  necessary  for  operation,  the  by-laws  in 
some  citrus  fruit  organizations  providing  that  "members  will  con- 
tribute to  the  investment  necessary  for  operation  in  true  proportion 
to  the  number  of  bearing  acres  of  citrus  orchard  owned  or  controlled 
by  each  member  respectively  bears  to  the  whole  number  of  bearing 
acres  for  which  citrus  fruits  are  delivered  or  engaged  to  be  delivered 
to  the  association  any  time  during  the  year  such  memberships  are 
issued."     Even  with  such  a  provision  in  the  by-laws,  the  "one  man, 
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one  vote"  principle  is  generally  used  in  voting  on  the  business  oper- 
ations of  the  organization. 

There  is  a  strong  sentiment  against  the  "one  man,  one  vote" 
principle  of  voting  when  first  presented  to  the  average  producer.  The 
large  producer  fears  control  by  smaller  interests;  the  small  land 
holders,  domination  by  their  larger  neighbors.  The  history  of  the 
co-operative  movement,  both  in  Europe  and  in  the  United  States, 
shows  clearly  that  this  adverse  sentiment  is  a  prejudice  rather  than 
an  actual  weakness  in  practical  operation.  Equality  of  membership 
strengthens  the  desire  to  co-operate,  and  men  work  together  in  business 
harmony  just  as  they  now  do  in  the  equal  control  of  churches,  schools 
and  in  governmental  responsibilities. 

MEMBERSHIP  AGREEMENT 

A  co-operative  organization  to  be  successful  must  be  held  together 
by  a  membership  agreement  or  contract  holding  the  members  together 
for  business  purposes.  In  no  other  way  can  an  association  attain  that 
degree  of  stability  that  is  necessary  in  a  business  undertaking.  The 
association  must  know  definitely  what  it  is  expected  to  do,  the  volume 
of  business  to  be  handled,  the  expenses  to  be  incurred  and  the  prepar- 
ation necessary  to  be  made  to  transact  its  affairs  in  an  orderly,  econom- 
ical manner. 

Voluntary  membership  is  usually  suicidal  in  a  co-operative  associ- 
ation. In  the  last  analysis  the  association  can  only  succeed  when  the 
average  member  believes  that  the  co-operative  principle  is  sound ;  and 
that  conviction  must  be  strong  enough  to  hold  the  members  together 
when  their  opponents  attack  them  insidiously  and  persistently.  This 
faith  must  be  founded  on  the  sound  business  results  of  the  organi- 
zation, as  well  as  on  its  larger  influence  on  the  development  of  the 
industry  as  a  whole.  Unless  the  benefits  of  the  organization  are  large 
enough  to  keep  the  organization  intact,  the  members  cannot  be  held 
together  indefinitely  by  any  form  of  contract;  but  the  human  nature 
of  the  average  farmer  has  not  evolved  to  that  ideal  point  when  a 
temporary  advantage  offered  him  by  an  opponent  may  not  blind  him 
to  the  permanent  advantages  of  the  association  to  which  he  belongs. 
A  membership  agreement  is  a  steadying  influence  on  a  grower  who 
might  be  led  astray  by  misrepresentation  or  by  temporary  dissatis- 
faction. Then,  too,  there  are  large  numbers  of  farmers  who  are  op- 
portunists. They  have  no  interest  in  the  industry  as  a  whole.  They 
are  interested  only  in  their  own  immediate1  sueeess.  In  handling  their 
crops  they  are  rampant  speculators.  They  follow  a  sharp-shooting 
marketing  policy,  trying  to  hit  the  high  spots  presented  by  an  associ- 
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ation,  a  buyer,  or  a  commission  merchant  and  giving  but  lukewarm 
allegiance  to  any  individual  or  association.  The  opponents  of  the 
co-operative  system  understand  this  psychological  trait  perfectly,  and 
unless  the  producer  has  formally  bound  himself  to  his  association  by 
a  definite  contract  to  handle  all  his  produce  through  it  for  a  given 
period  of  time  they  draw  heavity  from  the  membership  by  promising 
a  larger  return,  or  by  playing  upon  his  prejudices  in  other  ways. 
It  is  an  historical  fact  that  a  large  proportion  of  the  troubles  and 
failures  in  the  co-operative  movement  have  been  due  to  the  irresponsi- 
bility of  the  membership  whenever  an  association  has  been  subjected 
to  fire ;  and  no  one  not  experienced  in  the  movement  can  have  any 
conception  of  the  degree  to  which  misrepresentation,  insinuation  and 
other  modes  of  creating  disaffection  are  persistently  kept  before  the 
co-operative  producers  by  those  who  make  an  abnormal  profit  when 
the  farmer's  product  is  handled  individually.  The  same  kind  of  mis- 
representation is  used  in  building  up  one  association  as  against  another 
when  those  who  handle  the  business  of  a  co-operative  association  are 
interested  in  profits,  or  derive  their  compensation  from  the  volume  of 
business  handled. 


THE  MANAGEMENT  OF  A  CO-OPERATIVE  ASSOCIATION 

The  success  of  a  co-operative  organization  depends  primarily  on 
the  loyalty  and  stability  of  the  membership ;  it  depends  further  on 
efficiency  in  management.  Efficiency  in  management  cannot  exist 
without  stability  of  membership ;  nor  can  it  be  developed  unless  the 
members  appreciate  the  necessity  of  providing  an  efficient  manage- 
ment. The  difficulty  in  most  co-operative  organizations  is  the  lack 
of  appreciation  of  the  need  of  a  high  order  of  organizing  and  business 
ability  on  the  part  of  the  employees  of  the  association.  The  common 
failure  of  co-operative  associations  is  usually  attributed  to  inefficient 
management ;  as  a  matter  of  fact,  it  is  due  to  the  membership  itself, 
which  has  fallen  short  in  securing  skillful  employees.  The  individual 
producer  is  likely  to  gauge  the  requirements  of  management  by  the 
size  of  his  own  business.  He  falls  short  in  his  estimate  when  he  acts 
on  a  board  of  directors  and  is  charged  with  the  responsibility  of 
providing  a  management  to  handle  successfully  a  collective  business.. 
Inefficient  management  is  a  measure  of  the  degree  of  business  efficiency 
of  those  who  are  charged  with  the  direction  of  the  affairs  of  the  asso- 
ciation ;  and  unless  the  membership  will  sustain  a  board  of  directors 
in  employing  men  of  a  high  order  of  ability  a  co-operative  association 
is  short  lived. 
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The  management  of  a  co-operative  organization  is  more  difficult 
than  that  of  an  ordinary  corporation.  The  stockholders,  not  being 
experts  in  the  affairs  of  the  latter,  do  not  often  take  an  active  interest 
in  its  details.  The  producer,  on  the  other  hand,  is  vitally  interested 
in  his  own  business  and  he  is  likely  to  take  an  active  part,  at  least  in 
giving  advice  concerning  the  conduct  of  the  business.  This  is  one 
of  the  most  valuable  assets  in  a  co-operative  organization  if  the  man- 
ager is  big  enough  to  utilize  it.  Through  the  knowledge  of  the  pro- 
ducer in  the  affairs  of  his  association  his  interest  and  sympathy  can 
be  kept  vital.  If  the  management  becomes  autocratic,  the  interest  of 
the  member  dies;  if  it  is  not  big  enough  to  work  out  a  broad,  pro- 
gressive business  policy,  using  such  suggestions  as  are  made  by  the 
producers  in  addition  to  its  own  knowledge  and  experience,  it  in  turn 
loses  its  connection  with  the  association.  A  management  must  possess 
tact,  constructive  ability,  foresightedness,  fearlessness  in  the  conduct 
of  the  business  and  a  clear  conception  of  the  real  underlying  purpose 
of  the  organization,  if  it  is  to  succeed.  The  integrity  of  the  manage- 
ment must  be  beyond  reproach ;  it  must  be  free  from  entangling  busi- 
ness alliances  ■  it  must  be  free  from  the  participation  in  any  secret 
profits  arising  directly  or  indirectly  from  handling  the  business  of 
the  organization;  in  short,  the  dealings  of  the  management  with  the 
organization  must  be  an  open  book,  free  from  questionable  business 
practices  of  every  kind.  The  influence  of  the  management,  next  to 
the  loyalty  of  the  members,  exceeds  all  other  influences  and  the  success 
of  a  co-operative  association  depends  on  its  working  out  in  mutual 
confidence  an  efficient  business  system  that  is  able  to  meet  successfully 
all  conditions  as  they  arise. 

A  CO-OPERATIVE  ORGANIZATION  SHOULD  BE  FOUNDED  ON  A 

SPECIAL  CROP 

A  co-operative  organization  should  be  founded  on  a  special  crop  and 
the  locality  in  which  it  handles  the  product  should  be  comparatively 
restricted.  Special  industries  involve  common  problems  to  be  solved 
by  the  producers,  similar  difficulties  to  overcome,  similar  trade  prac- 
tices and  similar  trade  connections.  The  members  of  an  organization 
that  is  formed  to  handle  fruit,  vegetables,  poultry  and  general  farm 
crops  have  no  common  ground  on  which  to  stand,  and  these  general 
associations  have  not  been  successful  up  to  the  present  time  because 
the  membership  cannot  be  held  together.  The  citrus  fruit  growers 
of  California  are  all  interested  in  increasing  consumption,  in  extending 
markets,  in  reducing  the  cost  of  distribution  and  marketing,  in  secur* 
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ing  reasonable  transportation  costs,  and  in  the  same  public  policy 
questions  that  affect  the  industry.  They  have  therefore  developed  a 
vitality  in  their  organizations  that  have  been  attained  in  no  other 
agricultural  industry  in  America.  An  organization  founded  on  dif- 
ferent crops,  on  the  other  hand,  has  a  series  of  totally  different  prob- 
lems to  meet  at  one  time,  different  business  connections  to  form  and 
different  classes  rather  than  one  class  of  opponents  to  meet, 

A  CO-OPERATIVE  ORGANIZATION  MUST  DEVELOP  THE 
INDIVIDUALITY  OF  EACH  LOCALITY 

To  be  successful  a  co-operative  association  must  sustain  and  develop 
the  individuality  and  initiative  of  the  different  localities  in  which  it 
operates.  The  unit  of  the  organization  must  therefore  be  a  locality 
in  which  the  soils,  the  climate  and  other  conditions  produce  a  similar 
grade  of  product.  If  the  products  vary  widely  in  color,  texture,  form 
or  in  other  character,  on  account  of  the  conditions  under  which  they 
are  grown,  the  producers  cannot  be  held  together  because  the  grades 
cannot  be  made  similar.  The  attempt  to  have  a  single  organization 
cover  a  wide  territory  is  therefore  likely  to  fail.  No  amalgamation 
of  the  farmers  of  different  localities  in  a  common  organization  has 
ever  been  successful.  On  the  other  hand,  the  orange  growers  of  one 
locality,  or  of  similar  parts  of  a  locality  which  produce  similar  grades 
of  fruit,  may  organize  to  prepare  their  product  for  market  under 
distinct  local  brands.  Those  of  another  may  do  the  same  thing,  and 
a  large  number  of  local  units  may  be  formed  as  long  as  the  unit 
embraces  a  product  of  similar  grade  and  character.  Then  as  a  matter 
of  economy  and  efficiency  these  local  units  may  federate  and  create 
a.  central  agency  through  which  they  handle  their  common  problems. 
But  each  local  unit  preserves  its  local  character  and  develops  its  local 
pride  and  reputation  by  selling  its  product  under  a  brand  that  is  the 
exclusive  property  of  the  local  association.  In  addition  to  its  local 
brand  it  may  also  add  a  brand  of  the  central  agency  in  order  to  give 
it  greater  selling  power  in  all  parts  of  the  country ;  but  no  local  unit 
should  use  the  brand  of  a  central  agency  exclusively,  without  using 
its  own  brand  at  the  same  time. 

HANDLING,  GRADING,  AND  PACKING 

The  outcome  of  a  co-operative  organization  formed  to  handle  the 
growers'  product  will  succeed  or  fail  on  the  skill  and  integrity  with 
which  the  product  is  harvested,  handled,  graded,  and  packed.  The 
limits  of  this  discussion  will  not  permit  this  part  of  the  subject  to 
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be  handled  in  detail.     A  few  fundamental  principles,  however,   can 
be  stated: 

1.  In  the  average  association  the  individual  grower  does  not  possess 
sufficient  skill  to  harvest,  handle,  grade  or  pack  his  product  carefully, 
uniformly  or  attractively  enough  to  permit  the  association  to  establish 
a  standard  of  quality  and  therefore  acquire  a  reputation  for  its  brands 
or  grades.  A  uniform  standard  of  quality  in  the  brands  shipped  by 
an  association  is  fundamental  to  success.  This  seems  like  an  axiom, 
but  the  fact  is  that  this  is  the  rock  on  which  many  co-operative  organ- 
izations have  been  dashed  to  destruction.  Poor  handling  in  harvesting, 
improper  handling  in  preparing  the  product  for  sale,  careless  or  dis- 
honest grading,  or  lack  of  skill  and  knowledge  in  grading  and  packing 
— these  are  common  rather  than  unusual  conditions  in  the  conduct  of 
many  co-operative  associations  where  the  handling  of  the  product  is 
controlled  by  the  individual  members.  The  output  of  an  association, 
therefore,  acquires  no  stable  merchandising  value.  The  brands  are  not 
a  guarantee  of  quality. 

2.  A  reputation  for  uniformity  in  grading  and  packing  can  only 
be  acquired  when  the  product  of  all  of  the  members  is  handled  under 
uniform  conditions.  The  standardization  of  a  product  can  result  only 
from  standardizing  its  handling,  grading,  and  packing. 

3.  A  uniform  product  can  be  established  by  having  the  product 
of  the  individual  members  handled  by  the  members,  under  the  super- 
vision of  the  association,  or  for  the  members  by  the  association.  The 
former  method  is  employed  successfully  in  some  deciduous  fruit  asso- 
ciations; the  latter  is  the  usual  method  in  the  citrus  fruit  associations. 
The  conditions  which  lead  to  either  method  are  local  as  well  as  those 
of  the  industry  in  question.  In  the  citrus  industry  the  crop  is  har- 
vested over  a  long  period  of  time  and  is  comparatively  non-perishable. 
It  is  possible  therefore  to  systematize  the  methods  of  handling,  to 
assemble  the  product  in  a  central  packing  house,  and  to  grade  and 
pack  it  under  standard  rules.  Without  this  standardization  of  hand- 
lino-,  grading,  and  packing  no  co-operative  association  can  acquire  an 
asset  in  the  reputation  of  its  brands.  "With  standardization  it  can 
ncuiiire  a  reputation  which  makes  its  output  sought  after  and  for 
which  the  trade  will  pay  a  premium.  A  practical  difficulty  in  hand- 
ling a  co-operative  association  lies  in  the  fact  that  every  member  thinks 
that  he  produces  a  product  that  is  the  equal  or  superior  to  that  of 
every  other  member.  The  handling  of  this  condition  is  one  that  tests 
the  tact  of  the  most  successful  manager.  It  is  a  practical  condition, 
however,  and  not  a  theory  that  must  be  met  with  firmness,  with  justice 
and  with  patience  by  every  co-operative  association. 
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